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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

^h(oy ember IJ, I<?20 

(The Date Refers to the Day or Final Revision) 



IN October, curve B, representing business, continued 
at an accelerated pace the rapid decline which had 
been in progress since March. The decline last month 
was the result of a violent recession in commodity prices 
combined with an equally violent recession in outside 
clearings corrected for seasonal variation. In fact, the 



ably not be replaced by revival before next spring; that 
liquidation in retail markets amounting to a general 
price revision must precede a revival in primary mar- 
kets; that a less stringent money market will develop in 
a couple of months; and that, with easier money, secu- 
rity prices should increase rather than decline. 
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Group A— Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking : Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 

(The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months.) 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1 903-1 4. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. 

The rise of curve A, representing speculation, between February and 
October 1919 forecasted the rise of curve B, representing business, which took 

extent of the drop establishes new records for both 
series. In October, therefore, we passed through a 
period of liquidation in business so extreme that, lacking 
the federal reserve system, we would probably have had 
a financial explosion. 

Curves A, B, and C of the Index Chart all continue to 
run true to their pre-war form. Consequently, there 
appears to be no reason for changing our opinion that 
the present period of business unsettlement will prob- 



place between April 1919 and March 1920. Low interest rates, curve C, 
facilitated expansion of both speculation and business until the federal re- 
serve banks, in November 1919, inaugurated their policy of increasing 
rediscount rates. 

The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, forecasted that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
and it has increased since that month while various indices of commodity 
prices have receded since May. The existence of the federal reserve system 
and the action of the banks in increasing rates and restricting credit made 
it appear very unlikely that the business readjustment indicated by the 
index chart would be accompanied by a financial panic. At this writing, 
we have passed the time in the business cycle when a financial panic would 
have occurred, if we were to have one. 

Finally, the decline of curve C and the horizontal movement of curve A, 
both beginning in July 1920, indicate that the recession of business, curve B, 
now in progress will terminate by April 1921. The immediate prospect for 
the winter of 1920-21 is unsettled business, an easier money market, and 
increasing security prices. 



Business 
Wholesale commodity prices in both September and 
October, according to Bradstreet's index, suffered greater 
percentage declines from the quotations of the preceding 
months than have been experienced in any previous 
month on record. All groups of commodities were af- 
fected. The index number for November i is $15.68, a 
decline of 7.5 per cent from $16.91 on October 1, which 
in turn was 5.9 per cent below the figure on September 1 . 
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The fall of nearly 25 per cent which has taken place in 
the last six months is the most precipitate decline in 
general commodity prices which the country has ever 
experienced. Bituminous coal was quoted in Pitts- 
burgh on November 3 at $7 or less per ton compared 
with $10 on October 31; copper has fallen to the lowest 
point since 191 5; wool, corn, cotton, rubber, silk, and 
sugar have all fallen to less than half their prices of last 
spring. Among the basic commodities, hides and leather 
show the greatest declines. 

The volume of business during October, as measured 
by bank clearings outside New York City, increased 
only 4 per cent over September, compared with a nor- 
mal seasonal increase of over 16 per cent. Clearings in 
all sections of the country failed to show the normal 
seasonal increase but those in the Middle West, Pacific, 
and other Western states were relatively the lowest. 

Liquidation in primary markets has reached large 
proportions; numerous manufacturing plants have 
closed or are working part time; and commercial fail- 
ures, both in number and liabilities, have considerably 
increased. Revisions in retail prices, however, have been 
small compared with those which have taken place in 
wholesale markets. The deadlock in industry which we 
are now witnessing can hardly be relieved until there is 
a thoroughgoing readjustment in retail markets. There 
is already much evidence that such a readjustment is 
under way, in spite of the obvious attempt of retail mer- 
chants to postpone radical reductions of prices until 
after the holiday trade is over. Further delay in retail 
price revisions will undoubtedly delay recovery of 
business in general. 

Banking 

The reports of the federal reserve banks indicate that 
the peak of the money strain in the South and West, 
resulting from the combination of unsettled business 
and crop moving, was reached sometime in October. 
The conclusion just stated is based upon a comparison 
of the adjusted reserve ratios of the federal reserve 
banks of the various districts. The reserve ratios for the 
several banks have fluctuated considerably during the 
last couple of months, although the reserve ratios of the 
combined banks have changed very little. 

The accompanying table gives the reserve ratios of 
each of the twelve federal reserve banks for September 
10 and each week since October 1. These reserve ratios 
are adjusted for inter-bank borrowing and lending. 
That is, in computing the reserve ratios the reserves of 
every bank lending to other banks in the system were in- 
creased by the amount loaned and paper purchased, and 
the reserves of every bank borrowing from other banks 
in the system were decreased by the amount borrowed 
and paper sold. The ratios of the adjusted reserves to 
net demand liabilities were then computed. At the 
present time Boston, Philadelphia, Cleveland, and San 
Francisco are lenders, while New York, Atlanta, St. 
Louis, Minneapolis, Kansas City, and Dallas are the 
largest borrowers in the system. The figures presented 



in the table show that the lowest reserve ratios for the 
borrowing banks were registered in October. On Octo- 
ber 29 or November 5, the last dates for which data 
are available, the ratios for Atlanta, St. Louis, Minne- 
apolis, Kansas City, and Dallas showed an improvement 
over the ratios of the weeks immediately preceding. In 
other words, for those sections of the country in which 
the financial strain resulting from crop moving was the 
greatest, the South and West, a turn of the seasonal 
movement has set in. 

Adjusted Reserve Ratios of the Federal Reserve Banks* 
(Blackface indicates lending banks; Roman, borrowing banks) 





Sept. 10 


Oct. i 


Oct. 8 


Oct. 15 


Oct. 32 


Oct. 39 


Nov. 5 


Combined banks .... 


42.8 


43-7 


42-9 


42.7 


43-3 


43-i 


43-o 


Boston 


62.O 

36.O 
53-9 
71.4 

34-6 
23-4 

43-3 
27.0 
24.4 
28.0 
8.9 
47-3 


65-3 
41.6 
60.5 
80.7 

3i-i 
15-7 
35-3 
21.3 
24.6 
19.4 

9-3 
43-o 


65.6 

37-5 
63.2 
80.4 

32.9 
16.0 

35-5 
21.8 
22.9 
18.5 
15-3 
43-6 


67.2 

36.9 
59.6 
78.5 

33-7 
17.9 

36-7 

"21. 1 

21.4 

19.2 

13-9 
45-2 


72.0 
35-4 
63.7 
80.3 

35-4 
23.1 

37-9 
20.9 
17.1 
17-5 
13-3 
45-2 


70.3 

35-i 
61.1 
80.1 

38.2 
24.2 

39-5 
21.6 
18.1 

15-9 
13-5 
45-o 


68.5 

34-7 
614 

79-0 

39-2 
23.2 

38.7 
25.8 
20.2 
17.1 
17.8 
45-0 


New York 

Philadelphia 

Cleveland 

Richmond 

Atlanta 

Chicago 


St. Louis 

Minneapolis 

Kansas City 

Dallas 

San Francisco .... 



* Computed by adding, for lending banks, to total reserves bills dis- 
counted for and bought from other federal reserve banks, and by subtracting, 
for borrowing banks, from total reserves bills rediscounted with and sold to 
other federal reserve banks, and then taking the ratio of the resulting figures 
to the sum of net deposits and federal reserve notes in actual circulation. 

Speculation 

Between November 3 and November 9 the average 
prices of railroad and industrial stocks declined 4 and 5 
points, respectively, or about 5 and 6 per cent. After 
November 9 the prices of both rails and industrials re- 
covered slightly, only to slump again on November 12. 
The downward movement of rails in November is a 
reversal of their trend between June and October, which 
was strongly upward, but the recession of industrials is 
a continuation of the trend of those stocks since last June. 

Whether or not the trough of industrial stock prices 
was reached on November 12, the curves of our Index 
Chart indicate that persistent, widespread liquidation in 
neither industrials nor rails is probable. The indications 
are, rather, that the sidewise movement which has per- 
sisted since July will be followed by a recovery when 
money stringency lessens. 

The prices of all classes of bonds, rails, public utilities, 
and industrials, increased substantially in October. 
There has been an uninterrupted improvement in the 
average prices of railroad bonds since May or June, but 
it is only since August that the improvement has ex- 
tended to public utility and industrial bonds. In spite of 
the recent set-back, the outlook is for continued im- 
provement of bond prices. 
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